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. SUMVARY AND RECOMVENDATI ONS

A Summar y

Thi s docunment requests authorization of $10.0 nmillion
in funds appropriated under Assistance for Eastern Europe to be
provi ded as sector support assistance to the Republic of Hungary
(GOH). This sector cash grant is being provided to support
policy reformw thin the energy sector consistent wth the
Structural Adjustnment Loan (SAL) recently negotiated between the
GOH and the Worl d Bank.

The dollars will be used to reinburse the GOH for eligible
inmports fromthe United States--i.e. raw materials, spare parts,
and intermedi ate and capital goods required by the productive
sector of Hungary. An anount of |ocal currency nmade avail abl e by
the GOH, equal to these dollar funds, will be used to finance
activities wwthin the energy sector, agreed by the GOH and

A l.D., to support and reinforce the energy sector reforns being
undertaken. Specifically, A l.D. and the GOH have agreed that
the local currencies nade available will be programed for use by
the GOH as budgetary support for supplenental paynments to | ow

i ncone pensioners and non-pensi oners, based on the nunber of
children per famly, in an attenpt to offset the effects of the
SAL pricing refornms instituted in the energy sector.

Aut hori zation to approve the entire $10.0 million is requested.

D sbursenment is planned in a single tranche based on GOH policy
changes in the energy sector described in Sections Il. and |IV. of
t hi s docunent.

B. Recommendati on

That this PAAD be approved, authorizing the $10.0
mllion programand that obligation of a grant for the entire
$10.0 million be authorized in FY 1991 Appropriations Act funds
for Eastern Europe under the $75 million subheading for energy
activities, to be provided as a sector cash grant.

1. ECONOM C BACKGROUND

A.  BACKGROUND

In 1990 Hungarians elected a |iberal governnment which
prom sed gradual change toward a market economy. But sl ower
adjustnment did not allow the country to avoid deepening
recession, as the new governnent struggled with a rigid economc
system and foreign debts inherited fromthe Comruni sts.
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| ndustrial production fell by an estimted 10% and GDP by 5. 6%
Enpl oynment and output in enterprises with nore than 50 enpl oyees
fell by 10% with this being partially offset by increased jobs
in smaller firns, especially those in the private sector.
Inflation rose to 30% for the year, although much of the problem
was attributable to one-tine price adjustnments, cuts in subsidies
and tax increases. Wage increases, on the other hand, remained
wel | bel ow price increases, an inportant indicator that
underlying inflation was not allowed to get out of hand.

Performance in the trade sector was very strong in the first half
of the year, as the econony shifted from dependence on

Sovi et - bl oc-oriented production and trade, dom nated by
state-owned firns, to trade with the West, characterized by a
rising private sector. Trade performance began to wane in the
second half, as increased oil inport costs, drought and regional
econom ¢ di sruptions conbined to hold the trade surplus to $860
mllion for the year (although this was nearly 60% hi gher than
the surplus in 1989). The current account deficit shrank from
$1.4 billion in 1989 to $80 million in 1990.

Nonet hel ess, the bal ance-of -paynents situation continued to be
precarious because of high levels of hard currency debt (over $20
billion, the highest per capita debt |evel in Eastern Europe),
and increased uncertainty on the part of foreign creditors. By
the end of 1990, the stock of foreign currency reserves had
fallen to the equivalent of only two nonths of inports. Although
Hungarian officials sought to avoid a rescheduling, foreign debt
paynments due in 1991 rose to $4.6 billion, 14% hi gher than the
previ ous year.

B. Econom ¢ Ref orm Pr ogr am

The Hungari an econony inherited by the new, I|iberal,
Denocrati c Forum governnent differed significantly fromthose of
surroundi ng states. Reform Communi sts, under the rubric of the
New Econom ¢ Mechani sm (NEM begun in 1968, had gradually pulled
t he econony away fromrigid central planning. That experinent,
undert aken under conditions of adherence to strict Conmmuni st
political orthodoxy, was guided by the concept of decentralized
econon ¢ managenent. But decentralized nmanagenent w t hout
private ownership, and mai ntenance by the Conmuni sts of
continuing and pervasive "indirect’ economc controls, turned out
to be a prescription for inefficiency and stagnation. The
econony began sliding into severe recession in the late 1980’'s.
Yet the NEM had al | owed consunption | evels that conpared
favorably with other Soviet bloc states through devel opnent of
t he nost advanced market institutions in Eastern Europe.

The new governnent elected in 1990 began by followng in the
tradition of gradual reform By the end of 1990, indirect price
controls still remained on 70% of prices listed as "free;" the
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rest were controlled directly. Bankruptcy |laws continued not to
be applied against state firnms. Controls were placed on currency
convertibility for Hungarians w shing to travel abroad.
Budgetary sl i ppages, caused partly by unantici pated spendi ng,
threatened to derail the I MF standby programin the second half
of the year. Still, considerable progress was nade. Foreign
investnment and profits repatriation were liberalized. Between
Sept enber and Novenber of 1990 al one, 65 public enterprises were
transfornmed into joint-stock conpanies, the initial step in the
privatization process. Participation by foreign firnms in joint
ventures was significant. Al though popul ar reacti on agai nst

al | eged sweet heart deals slowed the process, the governnent
pronul gated an oversi ght process to serve as a check on
privatizations initiated outside of governnent channels, and

al l oned "spontaneous" privatizations to proceed.

By the end of the year Hungarians were ready for swifter and nore
conprehensive reform A programwas put forward for a
far-reaching, 3-year reformeffort, backed by an | MF extended
funding facility. |In January of 1991, the forint was again

deval ued and the share of prices free of controls rose to 90%
Ol inport cost increases were passed through to the consuner.
The governnent renoved trade and exchange restrictions on all but
10% of inports fromhard currency countries, fully exposing to
foreign conpetition an estimated 70% of industrial production.
Aut horities planned to continue restraining nonetary growh and
external debt accunul ati on.

The governnent ains to reduce state-owned assets to no nore than
50% of total assets in the conpetitive sector by 1993, through an
anbitious privatization programthat would rely mainly on market
means: that is, by auction or direct sale. Privatization of
sonme 10,000 small retail shops and restaurants is to be
acconplished by end-1992. G oups of about 20 | arger scale
enterprises wll be divested several tines a year through the
State Property Agency (SPA), especially those requiring
restructuring prior to divestiture. So-called spontaneous
privatizations, initiated by enterprise nmanagenent and workers,
in tandemw th donmestic or foreign investors, will be the
flagship of the program Free transfers of state property, or
shares in privatized state property, are contenplated only on a
limted scale to local authorities and the social security
system The governnent also is considering providing bonds to
owners whose property was expropriated by the Communi sts after
1949, bonds that could be exchanged for shares in privatized
state enterprises. Conpensation of the former owners woul d be
partial .

Rei nforcing the privatization programare plans to radically
restructure public finances, and in particular, |ower the
absorption or internediation of resources through the state
budget; intensify econom c conpetition; continue |iberalizing
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prices; restructure or allow to go bankrupt | oss-nmaking state
enterprises; develop an efficient and conpetitive financi al
system and reformthe social security systemwhile providing an
adequat e soci al safety net.

C. Enerqgy Efficiency

The | egaci es of central planning and the cl osed
econom ¢ rel ationship between the Soviet Union and Eastern Europe
i ncluded glaring energy inefficiency. Very high subsidies on
imports of Soviet energy, and the previous regine’s bias toward
state-directed investnent and indirect price controls, conbined
to yield industrial plants that were both wasteful of energy and
highly polluting. The new governnment has laid out, in the
context of its Structural Adjustnment Loan (SAL) recently
negotiated with the Wrld Bank, a conprehensive programto
i ncrease energy efficiency, through inplenentation of cost-based
energy pricing.

In 1990, agreenent was reached with the Wrld Bank to raise
househol d energy prices according to an agreed tinetable. By the
end of the year, household energy prices had been increased
substantially. Al petroleumprices were liberalized at the

begi nning of 1991, and inportation of petrol eum products through
private channels was permtted. Household energy prices were

rai sed again in February by 50% The governnent conmtted itself
to increase natural gas prices by 50%in 1991. By the first
gquarter of 1992, the GOH plans to announce the elimnation of al
remai ni ng state budget subsidies for energy, liberalize coal
prices and inplenment new tariff structures for electricity.
Adm ni stered prices for energy were to be maintained at |evels
reflecting econom c costs.

I11. BRI EF PROGRAM DESCRI PTI ON

The U.S. governnment will disburse $10.0 nmillion to the GOH
in the formof an Energy Sector Gant. |In parallel with the
Wrld Bank’s SAL, the grant will support refornms in energy
pricing and subsidy policy designed to i nprove energy efficiency
in Hungary. The grant will provide foreign exchange in support
of the GOH s overall program of systemic reforns, to help the
econony nove quickly to a market basis, recognizing that those
reforms will increase Hungary’'s forei gn exchange gap in the short
run.

A Rel ationship with the World Bank’ s SAL

The GOH and the World Bank recently negotiated a SAL of
$200 million. Under the terms of the agreenent, conpletion of a
package of structural adjustnent nmeasures was a condition to
rel ease of the first of two tranches. This condition was
satisfied before presentation of the SAL to the Wrld Bank Board
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on June 20, 1991

The Worl d Bank will

rel ease the second tranche

of the SAL when the GOH conpl etes performance targets related to

a second package of structura

in 1992.

adj ust nent neasures, nost likely

Di sbursement of A l.D.’s Energy Sector Grant of $10.0 million to
the GOH reinforces this policy adjustnent process. The G ant
funds will help the GOH to continue its monmentumin this policy
ref orm process and provide further incentives for conpleting

difficult reforns.

Al.D wll

continue to nonitor conpliance

with the letter and spirit of the SAL performance targets, both
overall, and in particular those relating to energy efficiency.

The Energy Sector Grant specifically supports inplenentation of
the follow ng policy reformneasures in the Wrld Bank SAL
relating to energy pricing and subsidies in Hungary:

SAL POLI CY REFORM MEASURES

ACTI ONS TAKEN
PRI OR TO BOARD
PRESENTATI ON

Al'l petrol eum
prices |iberalized
at start of 1991

Househol d

el ectricity prices
rai sed 50% on Feb.
1

| ncrease natura
gas prices by 50%

PRI OR TO SECOND
TRANCHE RELEASE

Announcenent to
elimnate al
remai ni ng state
budget subsi di es
for energy at the
| atest by the end
of the heating
season in 1992

Li beralize prices
for coa

| npl enment new
tariff structures
for electricity

| npl enment new
tariff structures
for maintaining
central govt

adm ni stered
prices for energy
at econom c cost

| evel s

BEYOND SAL

Agreenent to

i ncrease househol d
energy prices to
the | evel of
econoni ¢ costs by
1993



B. Local Currency Programmi ng

The reform neasures initiated by the GOH will increase
the energy cost to every consuner. To mnimze the hardship
caused to fixed income groups at the lower end of the economc
strata, the Parliament of Hungary is in the process of passing
Bill No. 2899, providing supplenmental assistance to | ow incone
groups. In addition, a second Bill, No. 2900, is under
di scussion in the Parlianment that further clarifies the benefit
package contained in Bill No. 2899. The assistance to be
provi ded woul d conme from budgeted resources channell ed through
t he Pension Disbursing Ofice of the Social Services
Adm ni stration

As part of the Energy Sector G ant Agreenent, the Governnment of
Hungary wi Il meke avail able the equivalent of $10.0 mllion in

| ocal currency (forint) to support a budget allowance that w ||
provi de one-tine supplenental relief to | ow income groups for the
energy price increases resulting fromthe recent revisions in the
energy rate schedules. The budget allowance is being established
in accordance with Bill 2899 that provides for financial support
fromthe regular GOH budget to the above identified target

groups. The anticipated |evel to be budgeted will be 4.5 billion
forint with the local currency equivalent of the A l.D. $10.0
mllion grant at approximately 760 mllion forint (based on
exchange rate of 76 forint to the US dollar on August 21, 1991)
or 15% of the total estimated | evel of the fund.

The progranmed funds will be managed by the Social Security

Adm ni stration. The beneficiaries will be determ ned by a needs-
tested plan based on established criteria and rates for each
category that have already been included in the bill and wll be
the basis for the paynents to be provided. Attachnent 1 contains
the full text of unofficial informal translations of these Bills
(Nos. 2899 and 2900)

| V. | MPLEMENTATI ON AND DI SBURSEMENT PLAN

A. | MPLEMENTATI ON

The Energy Sector G ant Program for Hungary wl|
support energy policy refornms initiated by the GOH as descri bed
in Section Il above.

It is anticipated that the Energy Sector Program Agreenment wl|
be signed by A 1.D. and the GOH in Septenber, 1991.

Consi derations on the sectoral focus of the program use of

dol lars and | ocal currency, and inplenmenting arrangenents have
been di scussed in detail by the design teamw th representatives
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of the GOH, as well as with U S. Enbassy officials in Budapest
during March-July, 1991. Attachnment 2 is the text of the
Beneficiary Assessnment and Attachnent 3 is the text of the

Fi nanci al Assessnent. Both assessnents were perforned in
accordance with recent guidance on progranm ng and nonitoring
host country-owned | ocal currency. These assessnents descri be
the local currency inplenmentation process, as further described
in Section VI, bel ow

Fol | owi ng PAAD approval in Washington, a draft Program Agreenent
will be provided to the A I.D. Representative for Hungary
(A.1.D./Rep), Enbassy and GOH for final review and approval. For
t he purposes of the grant, the GOH will be represented by the

Mnistry of International Econom c Relations or the Mnistry of
Fi nance which will coordinate final approval and input from other
M nistries.

B. DI SBURSEMENT PLAN

The di sbursement of the $10.0 million sector grant will
be made in a single tranche foll ow ng satisfactory conpliance
with the conditionality contained in the grant agreenent. 1In
particul ar, enactnment of the |egislation establishing the program
of suppl enmental paynents to mnimze the inpact of price
i ncreases. For the purposes of disbursenent, full conpliance
with programconditionality will be considered to have taken
place at this point. It is anticipated that the $10.0 mllion
di sbursenment may occur as soon as Septenber, 1991, given the
I'i kelihood of passage of the |egislation by the Hungarian
Par | i ament .

V. Mechani sm of the Rei nbursenent Process

A. Uses of the Sector Cash G ant

The dol |l ar funds provided under this Energy Sector
grant will be used to reinburse the GOH for expenditures for
inmports of U S. goods, eligible for A l1.D. financing, which have
been financed by GOH forei gn exchange resources. OCriteria for
eligibility of inports is contained in Section C. bel ow.

B. Mechani sm for the Cash D sbursenent

The foll ow ng set of procedures will be used for
di sbursenent of funds to the Grantee, to be carried out in
col |l aboration with the National Bank of Hungary (which serves as
t he Central Bank):

1. Upon joint A l.D./Gantee confirmation of passage of
Bill No. 2899 and Bill No. 2900, the Mnistry of Finance
will request A l1.D. to undertake the disbursenent of the
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$10.0 million.

2. Upon receipt of the request, A 1.D. wll authorize the
di sbursenment of dollars in the formof cash through an

El ectroni c Funds Transfer effected by the U S. Treasury to
an interest bearing Dollar Separate Account in the Federal
Reserve Bank of New York on behalf of the National Bank of
Hungary and established for the purpose of receiving these
funds. The Gant Agreenent will require the NBH to
provi de assurances that this Dollar Separate Account wl|
preclude the mngling of sector grant dollar funds with

ot her resources. Any interest earned by these funds w ||
be credited to and deposited in this Dollar Separate
Account .

3. AIl.D wll approve the release of the dollar funds
fromthe Dollar Separate Account in an anpbunt equal to the
value of eligible inmports fromthe U S. shown in
docunentation provided to A l.D. by the NBH fromtinme to
time. This docunmentation may be provided at the sane tine
as the request by the GOH for release of dollars, or at
any tinme thereafter. However, to conply with the quick

di sbursenent intent of the assistance, the NBH wll| be
encouraged to submit this docunentation as soon as
possi bl e.

4. Upon verification of the docunents by A 1.D. or its
aut hori zed representative (for exanple, a certified public
accounting firm, Al1.D. will authorize the rel ease of

the dollars equivalent to the costs of the inports
eligible for reinbursenent, fromthe dollars deposited in
the Dol | ar Separate Account, plus any interest earned, to
the general foreign currency accounts of the NBH for
repl eni shment of the foreign exchange reserves.

C. Citeria for Inport Credit Rei nbursenent

The G ant uses docunentation of the inport of eligible
U. S. goods and services to Hungary as a trigger nechanismto
control release of funds. Reinbursenent under the sector grant
programfor eligible inport transactions wll be nmade fromthe
Dol | ar Separate Account. The NBH will provide the agreed-on
docunent ati on supporting eligible transactions undertaken by any
parties in Hungary for a period of one year follow ng signature
of the Grant Agreenent, unless otherwi se agreed in witing by
A l.D., for inportation of the proposed eligible products.

Before the release of the dollars, the docunmentation wll be
reviewed by A 1.D. or its representative in accordance with the
previously approved criteria for eligible inport transactions.
The inports eligible for "reinbursenment credit” include: raw
mat eri als, internedi ate goods, spare parts, capital goods and
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technical services fromthe United States not otherw se financed
by the U S. Governnent.

The foll ow ng goods and services are ineligible for
rei mbur senment :

Commodi ties financed by A 1.D. under PL-480

Techni cal services financed by A l.D. or any other
Agency of the U S. Government

Pesti ci des

Fertilizer (during February through Muy)

Passenger cars

Firearnms, explosives and anmunition

Rubber conpoundi ng chem cals and pl asticizers

Mlitary equi pment

Pol i ce equi pnent

Weat her nodification equi pnent

Surveil |l ance equi pnent

Luxury goods (such as gold, silver, coins/stanps,
al cohol i c beverages, jewelry, and fine furs)

Abortion equi pnent

Ganbl i ng equi pnent

Non- dur abl e consumer goods

To obtain reinbursenment for eligible inports, the NBH w ||

present A.1.D. wth the inport transaction docunentation
totalling at |east the dollar funds for which release is being
requested, plus evidence of the shipnent of the goods, and the
conpletion of the required paynent. Upon receipt of this
information, A 1.D. will satisfy itself that the docunentation
contains eligible transactions equal to the requested dollar

rel ease, plus estimated interest earned on funds deposited in the
Dol | ar Separate Account for which NBH can be reinbursed. The NBH
will retain supporting docunentation for a period of three years
after disbursenent of the sector grant, which will be avail able
to A1.D. or its representative for the purpose of periodic

audi t.

The review of the inport transactions submtted by the NBH wi ||
be perfornmed by A I.D. or, on its behalf, by a recogni zed | ocal
accounting firmin accordance with the criteria set forth in the
Grant Agreenent or inplenentation |letters. The review nust
confirmthat:

1. The good or service is not on the ineligible |ist;

2. The source/origin/nationality of the good or service is
the United States;

3. The goods and services are not financed by A 1.D. or any
ot her Agency of the U S. Governnent;



4. The NBH has on file the application for and approval of
the use of foreign exchange, a copy of the supplier’s
invoice, and the bill of lading confirm ng shipnent of
t he goods to Hungary; and

5. The inporter has nade the required paynent for the goods
or services.

D. Monitoring of the Doll ar Di sbursenents and Rel eases

The Dol | ar Separate Account transactions wll be
nonitored by A'1.D. The NBH wll| advise A l.D. of any novenent
in the account, including interest earned, via telex, FAX or
letter as the circunstances nmay dictate. Bank statenents for the
Dol | ar Separate Account are to be provided directly to A l.D. at
| east once a nonth as long as there are funds remaining in the
account. After the funds have been fully released fromthe
Dol | ar Separate Account, the NBH will provide A l1.D. with a copy
of a statenment for the transfer. A l.D. nonitoring wll ensure
that all dollar releases are based on conpl ete docunentation as
requi red above.

VI. Technical Assistance and Mbnitoring

The U.S. governnent has been intimately involved in hel ping
t he new governnent of Hungary to devel op a conprehensive program
to upgrade energy efficiency through provision of senior-|evel
techni cal assistance. A wide portfolio of technical assistance
activities in energy efficiency is planned, and funds are
avai l able for studies and training to assist the Hungarians to
i npl enent the energy price liberalization and subsidy elimnation
neasures contained in the Wrld Bank SAL agreenent.

Under the regional Enmergency Energy project, approxinmately $1.6
mllion in technical assistance is being provided to identify and
i npl ement | ow cost energy efficiency inprovenents in |ight

i ndustrial conpl exes and the major Hungarian refineries.
Techni cal assistance and training is also being financed in
international oil procurenent and energy pricing issues.
Addi ti onal technical assistance of approximately $2.5 million in
FY 1991 is planned under the Regional Energy Efficiency project.
These funds will support reformof the power system inprovenent
in safety and environnmental controls in both nuclear and fossi
fuel plants, and joint ventures in the provision of efficient
energy services. A |l.D. has also offered to provide technical
assistance to help the Hungarians to inplenment their energy
sector policy and regulatory reforns.



VIiI. LOCAL CURRENCY COVPONENT

A.  USAGE OF LOCAL CURRENCY

In order to support and reinforce energy policy reform
in Hungary, the GOH and A.1.D. have agreed that an anount of
| ocal currency equivalent to the programdollars will be nade
avai l able by the GOH to support energy related activities in
Hungary.

Specifically, the local currency "generated" by the grant is to
be used to partially offset the increases in living costs inposed
on individuals and households as a result of bringing energy
prices nore closely in line with world prices and the real
econom ¢ cost of production.

One of the imediate effects of the already initiated and to be
enacted energy rate increases undertaken by the GOH is the
excessi ve burden placed on the finances of |ow income pensioners
and non-pensioner famlies with nore than one child. Recognizing
this eventuality, the Parlianment of Hungary is considering Bil

No. 2899 and Bill No. 2900 establishing a fund to provide relief
fromincreased energy costs to | ow i ncome pensioners (those who
receive less than 7,000 forint of retirement, disability and
accidental disability, agriculture-cooperative pensions, and
augnented trade union allowance) and famlies receiving

al  owances for raising children. The fund created under this
Bill was based on the reconmmendation of the Interest
Reconciliation Board (a special forumrepresented by | abor,
government and busi ness) and represents the best approach to
nmeeti ng a needs-based energy price conpensation plan. An

anal ysis of the proposed schenme perfornmed by A I.D. indicates the
energy conpensation fund does in fact target the nore needy of
Hungary’ s energy using popul ation. Attachnent 2, Beneficiary
Assessnment, contains the full text of the analysis.

The Bill calls for two paynents to be made to qualifying
recipients. Inplenentation of this program and mai nt enance of

t he accounts for the funds provided by the Bill will be by the
Soci al Services Admi nistration (SSA). The estinmated cost of this
programis 5.0 billion forint (4.5 billion forint for paynments
and the remai nder for other costs).

The SSA handl es the nornmal pension process. It is organized

al ong functional lines with the headquarters in Budapest and 19
county offices throughout Hungary. The pension enroll nent and
paynment process is conputerized with paynents nade to approved
pensi oners through the postal banking system Neither the SSA
headquarters nor the county office staff make direct paynents. A
two part recei pt acconpani es each pensi on paynent, one part
retained by the recipient pensioner and one part returned to the
files of the SSA. The SSA has an internal audit/review staff
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review ng the operations of the field and headquarters office to
ensure conpliance with SSA established policies and procedures.
As a result of these reviews, reports are prepared and
distributed to the particular office with recommendati ons or
findings requiring a response within 30 days of the issue date of

the report. It was found that the SSA has sufficient internal
control systens to give reasonabl e assurance that funds put at
its disposal for purposes under Bill 2899 will be used for these
pur poses.

B. LOCAL CURRENCY PLAN

The National Bank of Hungary (NBH) w Il open and manage
a separate interest bearing local currency account for the |ocal
currency proceeds of this grant. Wthin three days after A 1.D
aut hori zes di sbursenment of dollar funds for approved expenditures
fromthe separate dollar account, the NBH will deposit the
equi val ent local currency (forint) into the above nentioned | ocal
currency separate account. Upon notification by the NBH to
A.1.D. that the deposit has occurred, A 1.D. wll notify the NBH
that | ocal currency in the | ocal currency separate account my be
transferred to the general account earmarked for disbursenent by
the Pension Distribution Ofice of the SSA for the paynents of
benefits authorized under Bill 2899.

It is anticipated that very few transfers fromthis |oca
currency separate account will be required since the suppl enental
paynents by the SSA to approved recipients is planned to occur
only twice. Since the size of this supplenental benefit program
is far greater than the local currency to be generated by this
grant (4.5 billion forint for the programw th the estinmated

[ ocal currency to be generated by the A 1.D. $10.0 mllion grant
at 760 mllion forint, based on an exchange rate of 76 forint to
1 US$ as of 8/21/91, or less than 15% of the total), transfers
fromthis |ocal currency separate account can be nade

i medi ately. Therefore, the nunber of transfers fromthe | ocal
currency separate account to the NBH general account for this
programw |l in reality not be dependent on the |ocal use, but
upon the approved di sbursenents fromthe dollar separate account
for the grant.

The NBH will maintain records for the | ocal currency separate
account in the same manner as for the dollar separate account.
The standard NBH practice is to issue nonthly statenents on
transactions (including interest earned) during the reporting
period for all types of accounts. The nonthly statements for the
| ocal currency separate account will be forwarded to A l1.D. to be
reviewed for conpliance with the terns of this Gant.

As the local currencies in question will be co-mngled with other
GOH resources in the NBH general account for the suppl enental
fund, A I.D. will not be involved in the tracking or nonitoring
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of these local currency funds, other than notification by the
Hungarian authorities that the funds have been transferred from
the special |ocal currency account to the general account

ear mar ked for disbursenent for benefits authorized under Bill
2899. However, A l.D. will maintain appropriate audit rights.
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